Securities and Exchange Commission today made public an. opinion in its accounting series relative to the disclosure which should be made in the financial statements when a company charges a deficit to capital surplus pursuant to a resolution of the board of directors, but without approval of the stockholders, such action being permissible under the applicable state law by United States. Securities and Exchange Commission & Werntz, William W.
University of Mississippi
eGrove
Federal Publications Accounting Archive
1940
Securities and Exchange Commission today made
public an. opinion in its accounting series relative to
the disclosure which should be made in the
financial statements when a company charges a
deficit to capital surplus pursuant to a resolution of
the board of directors, but without approval of the
stockholders, such action being permissible under
the applicable state law
United States. Securities and Exchange Commission
William W. Werntz
Follow this and additional works at: https://egrove.olemiss.edu/acct_fed
Part of the Accounting Commons, and the Taxation Commons
This Article is brought to you for free and open access by the Accounting Archive at eGrove. It has been accepted for inclusion in Federal Publications
by an authorized administrator of eGrove. For more information, please contact egrove@olemiss.edu.
Recommended Citation
United States. Securities and Exchange Commission and Werntz, William W., "Securities and Exchange Commission today made
public an. opinion in its accounting series relative to the disclosure which should be made in the financial statements when a company
charges a deficit to capital surplus pursuant to a resolution of the board of directors, but without approval of the stockholders, such
action being permissible under the applicable state law" (1940). Federal Publications. 104.
https://egrove.olemiss.edu/acct_fed/104
For Release in MORNING Newspapers of Saturday, March 16, 1940 
SECURITIES AND EXCHANGE COMMISSION 
Washington 
ACCOUNTING SERIES 
RELEASE NO. 16 
The S e c u r i t i e s and Exchange Commission t o d a y made p u b l i c an. o p i n i o n i n 
i t s a c c o u n t i n g s e r i e s r e l a t i v e t o t h e d i s c l o s u r e which s h o u l d be made i n t h e 
f i n a n c i a l s t a t e m e n t s when a company c h a r g e s a d e f i c i t t o c a p i t a l s u r p l u s p u r -
s u a n t to a r e s o l u t i o n o f t h e board o f d i r e c t o r s , b u t w i t h o u t a p p r o v a l o f t h e 
s t o c k h o l d e r s , s u c h a c t i o n b e i n g p e r m i s s i b l e u n d e r t h e a p p l i c a b l e s t a t e l aw. 
The o p i n i o n , p r e p a r e d by Wil l iam W. Wern tz , C h i e f A c c o u n t a n t , i n connec-
t i o n wi th an i n q u i r y , f o l l o w s : 
" I n q u i r y h a s f r e q u e n t l y been made a s t o t h e d i s c l o s u r e n e c e s s a r y 
i n f i n a n c i a l s t a t e m e n t s f i l e d wi th t h e Commission u n d e r t h e S e c u r i t i e s 
Act o f 1933 o r t h e S e c u r i t i e s Exchange Act o f 1934 when a company h a s 
cha rged a d e f i c i t t o c a p i t a l s u r p l u s w i t h o u t a p p r o v a l o f t h e s t o c k h o l d -
e r s . • In a t y p i c a l c a s e i t was i n d i c a t e d t h a t a company on J a n u a r y 1, 
1939, h a d a d e f i c i t o f $800,000 and c a p i t a l s u r p l u s o f $1 ,500 ,000 a r i s -
i n g o u t o f t h e e x c e s s o f the amount p a i d i n f o r i t s s t o c k o v e r t h e p a r 
v a l u e t h e r e o f and t h a t e a r r n d s u r p l u s s i n c e J a n u a r y 1, 1939, amounted 
t o $ 1 0 0 , 0 0 0 . By r e s o l u t i o n o f t h e boa rd o f d i r e c t o r s , d a t e d J a n u a r y 
16, 1939, b u t w i t h o u t a p p r o v a l of" t h e s t o c k h o l d e r s , t h e d e f i c i t had 
been c h a r g e d o f f to c a p i t a l s u r p l u s , I am i n f o r m e d t h a t u n d e r t h e 
a p p l i c a b l e s t a t e law i t was p e r m i s s i b l e t o e f f e c t t h i s r e s t a t e m e n t 
w i t h o u t a p p r o v a l o f t h e s t o c k h o l d e r s . 
"From t h e f a c t s o f t h i s c a s e i t a p p e a r e d t h a t t h e company s o u g h t 
t o e f f e c t a q u a s i - r e o r g a n i z a t i o n such as i s r e f e r r e d t o i n Accoun t ing 
R e l e a s e Number 1 5 . However, as t h e r e s t a t e d , i t i s my o p i n i o n t h a t 
in such c a s e s sound a c c o u n t i n g p r a c t i c e o r d i n a r i l y r e q u i r e s t h a t a 
c l e a r r e p o r t be made t o s t o c k h o l d e r s of t h e p r o p o s e d r e s t a t e m e n t and 
t h a t t h e i r fo rmal c o n s e n t t h e r e t o be o b t a i n e d . I f , however , u n d e r 
t h e a p p l i c a b l e s t a t e law i t i s p e r m i s s i b l e t o e l i m i n a t e a d e f i c i t 
w i t h o u t o b t a i n i n g t h e formal c o n s e n t of s t o c k h o l d e r s and i f such 
c o n s e n t o f s t o c k h o l d e r s i s n o t o b t a i n e d , i t i s n e c e s s a r y i n my o p i n i o n 
t o make a c o m p l e t e d i s c l o s u r e of a l l t h e a t t e n d a n t f a c t s and c i r c u m -
s t a n c e s and t h e i r e f f e c t on t h e company ' s f i n a n c i a l p o s i t i o n i n each 
b a l a n c e s h e e t and s u r p l u s s t a t e m e n t f i l e d w i th t h e Commission t h e r e -
a f t e r . 
"Under t h e c i r c u m s t a n c e s o f t h e c a s e c i t e d , i t i s my o p i n i o n 
t h a t , t o e f f e c t t h e minimum a p p r o p r i a t e d i s c l o s u r e i n t h e s u r p l u s 
a c c o u n t s , i n f o r m a t i o n s h o u l d be g iven i n r e s p e c t o f s u b s e q u e n t 
ea rned s u r p l u s i n a p p r o x i m a t e l y t h e f o l l o w i n g f a s h i o n : 
Total deficit to December 31, 1939 $700, 000 
Less d e f i c i t a t J a n u a r y 1, 1939, c h a r g e d t o 
c a p i t a l s u r p l u s by r e s o l u t i o n of t h e boa rd 
of d i r e c t o r s and w i t h o u t a p p r o v a l o f s t o c k -
h o l d e r s , such a c t i o n be ing p e r m i s s i b l e 
u n d e r t h e a p p l i c a b l e s t a t e law 8 0 0 , 0 0 0 
Earned Surplus since January 1, 1939 $ 1 0 0 , 0 0 0 
"As an additional disclosure in situations to which the pro-
visions of this release are applicable it has been the administrative 
policy of the Commission to require that in the registration state-
ment or other filing containing financial statements first reflect-
ing such action by the directors there be included an explanation 
of the action taken and an indication of its possible effect on the 
character of future dividends. As an example of an appropriate 
disclosure, there may be cited the following paragraph: 
"'It should be noted that on by action of 
the Board of Directors, without action by the stockholders, 
the company charged off a $ deficit in earned surplus 
against its capital surplus. This procedure will permit the 
company in the future to reflect undistributed earnings sub-
sequent to as earned surplus, instead of as a 
reduction of the deficit charged off to capital surplus. One 
result of this procedure is to permit the distribution, as 
ordinary dividends, of earned surplus accruing subsequent 
t o _ , without regard to the deficit charged off to 
capital surplus. Furthermore, if earnings subsequent to 
are less than the deficit written off, distri-
butions thereof may in effect represent distributions of 
capital or capital surplus.' 
"In view of the fact that no statement of policy in such cases 
has previously been announced, the policy has been adopted of not 
insisting upon the additional disclosures outlined in the preceding 
paragraphs if the restatement involved occurred prior to December 31, 
1938, or the beginning of the period for which financial statements 
are required in the particular filing, whichever is earlier." 
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